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ABSTRACT  
 
Previous studies have investigated the impact of IFRS implementation on financial reporting 
quality, nevertheless those studies used the conceptual framework of the preparation of financial 
statements to measure of IFRS implementation by comparing the value relevance, timeliness, 
comparability and usefulness of financial reporting quality before and after the implementation of 
IFRS. 
This research aims to investigate the influence of corporate governance mechanism on 
implementation of international financial reporting standard (IFRS) and its impact to financial 
reporting quality by Indonesia stock exchange companies. The application of IFRS is measure with 
content of policy approach adopted from the theory of public policy implementation. 
Using survey method and data collected through questionnaires distribution show that, 1) 
51,52%  of respondents would not implementing of  IFRS if not required by the Regulation.  2) The 
process is costly. 3). Most of respondents perceive that the benefit of implementing IFRS to lower the 
cost of capital is rarely. Corporate governance mechanisms had significant effect on the IFRS 
implementation. Audit committee and internal audit as part of corporate governance are involved on 
IFRS implementation. The IFRS implementation had significant effect on financial reporting quality. 
Finally, IFRS implementation improved financial reporting quality 
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1. Introduction 
 
Some controversies have risen due to the implementation of International Financial Reporting 
Standard (IFRS) especially about recent years accounting information quality whether IFRS 
implementation could be compared to United Stated Generally Accepted Accounting Principle (US-
GAAP). Based on the past research, many researcher has examine whether IFRS has increase 
timeliness, value relevance, and usefulness of financial statements (Beijerink, 2008 ;  lantto et al, 2007 
; Callao et al, 2007) 
IFRS implementation has enhanced the quality of accounting information, transparency and 
comparability of financial statements in European countries. (Iatridis, 2010; Paglietti, 2009 and Chen 
et al, 2009). IFRS has better value relevance and timeliness compared to US-GAAP (Beijerink,2008) 
and financial statements usefulness, (Callao, et al 2007). a Companies implementation International 
Accounting Standard (IAS) has higher accounting quality compared to companies implementing non-
American domestic standard. (Barth et al, 2008).  
IFRS implementation have improve financial statements transparency and make it comparable 
between European companies, (Jermaickowickz and Gornik-Tomaszewski, 2006), IFRS was 
implemented by European countries to increase protection towards investor, and also to increase 
comparativeness and comprehensiveness from financial information, (Hope et al 2005). 
IFRS implementation highly relates to good corporate governance mechanism (Verriest, et al 
2011; Goodwin, et al 2009;Chen and Cheng 2007). A good and strong corporate governance 
mechanism is involved in the financial reporting when IFRS was implemented for the first time, 
companies with independent board and effective audit committee will reveal substantial information 
regarding IFRS effect on financial statements (Verriest, et al 2011).  
Corporate governance mechanism makes IFRS easier to be implemented, and corporate 
governance as the recommended law is expected to decrease individual needs inside the company 
(Renders and Gaeremynck, 2007). Corporate governance also becomes an important mechanism to 
reinforce ineffective accounting standard, (Chen and Cheng 2007). Corporate governance mechanism 
requires the council to effectively monitor and direct corporation activities.(Anand 2008:77). Audit 
committee and internal audit take role as supervisor and also involved in IFRS implementation. (Al-
shetwi et al 2011; KPMG 2007; The Institute of Internal Auditor Research Foundation 2009).   
Even though many research has been conducted to test the impact of IFRS implementation on 
financial reporting quality, nevertheless those studies used the conceptual framework of the 
preparation of financial statements to measure of IFRS implementation by comparing the value 
relevance, timeliness, comparability and usefulness of financial reporting quality before and after the 
implementation of IFRS. 
This research aims to investigate the influence of corporate governance mechanism on 
implementation of international financial reporting standard (IFRS) and its impact to financial 
reporting quality. IFRS Implementation Measurement is using contents of policy implementation 
approach adopted from the theory of public policy implementation. (Merilee S. Grindle 1980). To see 
the implementation quality of one policy, benefit would be the strong reason to implement the policy. 
IFRS implementation is also measured from skill staff and training, PSAK standard and guidance and 
IFRS implementation time. (Tan lay leng et al 2007; Jermaickowickz and Gornik-Tomaszewski, 
2006). This research is done using survey method and its questionnaires were sent by post or directly 
to the respondent. The respondents of this research are non-finance companies listed in Indonesia 
Stock Exchange 2013.  
 
 
 
 
 
 
 
 
 
 
2. Literature Review 
 
2.1 Corporate Governance and IFRS Implementation 
IFRS implementation requires high quality from all stakeholders and includes good support of 
corporate governance mechanism. Audit committee and internal audit committee also play crucial role 
in corporate governance implementation and are responsible for to create accountability and high 
quality financial reporting (Rezaee and Riley, 2010:124).  
The financial statements arrangement standard change from Indonesia GAAP to IFRS 
requires audit committee and internal audit committee inside IFRS implementation process (KPMG 
2007; The Institute of Internal Auditor Research Foundation 2009). Committee has to prepare their 
management transition plan by identifying required human resources and its educational background, 
how to maintain supervision and integrity of financial statements during IFRS implementation 
transition. Audit committee and internal audit committee have to be one of the key player inside IFRS 
implementation due to its wide impact to internal control of the company. (KPMG 2007 ; The Institute 
of Internal Auditor Research Foundation 2009).   
Previous research reveal that, good corporate governance mechanism has relation to IFRS 
implementation, (Verriest, et al 2011; Goodwin, et al 2009;Chen and Cheng 2007). A good corporate 
governance mechanism involves highly inside financial reporting during the first implementation of 
IFRS. Companies consisting good independent board and effective audit committee will reveal 
substantial information about IFRS effect on financial statements (Verriest, et al 2011). Corporate 
governance existence cause IFRS more likely to be applicated due to its effective law power in IFRS 
implementation and weak law reinforcement (Renders and Gaeremynck, 2007). Based on above 
statements, the proposed hypothesis is :  
 1st Hypothesis. Audit committee affects IFRS implementation  
 2nd Hypothesis. Audit internal affects IFRS implementation 
 
2.2 Financial Reporting Quality 
After IASB Introduced International Financial Reporting Standards (IFRS) to all listed 
European firms in 2005. IFRS and United Stated-Generally Accepted Accounting Principle (US-
GAAP) were seen as the two world financial reporting standards. Before the introduction of IFRS, 
US-GAAP was accepted widely as the international set of standards to ensure high quality financial 
statements. IFRS implementation has risen many controversies toward financial reporting qualities in 
this recent years. (Beijerink, 2008) 
Accounting standard difference could cause difference inside accounting quality, (Chen et al 
2010). IFRS and US-GAAP has different rules about recognition or reporting thus affecting 
information content from accounting number information, (Beijerink, 2008). IFRS implementation 
could increase accounting quality, IFRS reduces obscurity and inconsistency inside local standard as 
it is easier to be intrepeted and implemented. This continuously decrease the chance for managers to 
take profit from obscurity or the ambiguity of local standard by create earning management, (Chen et 
al 2010; Barth et al, 2008).  
Previous research shows that IFRS implementation has produced increased accounting quality 
in mainland European countries (Barth et al, 2008) and this quality increase is related to IFRS 
adaptation, (Chen et al 2010). IFRS implementation increases transparency, comparability, and 
accounting quality of European company financial statements (Jermaickowickz and Gornik-
Tomaszewski, 2006 ; Iatridis, 2010 ;  Paglietti, 2009) and financial information comprehensiveness 
(Hope et al, 2005). IFRS has higher value relevance and timeliness compared to US-GAAP, 
(Beijerink, 2008). After that, Callao et. al. (2007) states that financial statements value relevance has 
experienced betterment after IFRS implementation and financial statements usefulness could be reach. 
Based on above statements, the proposed hypothesis is as follow :  
3rd Hypothesis :   IFRS implementation could increase financial statements quality  
 
 
 
 
 
3. Data and Research Design 
 
The population of this research is all listed companies inside Indonesian Stock Exchange 
2013. (www.idx,com). Data collecting was done using survey method and the questionnaire were sent 
by airmail or delivered directly to the respondents.  
Measurement of Variable  
We used two corporate governance mechanisms to measure corporate governance quality 
which are audit committee and audit internal (Rezaee and Riley, 2010:124 ; Rezaee 2008 ; IIA 2011 ; 
Keputusan Bapepam and Lembaga Keuangan Nomor 643/BL/2012 ; Keputusan Bapepam and 
Lembaga Keuangan Nomor No. 496/2008).  
The financial reporting quality was measured using qualitative characteristics of financial 
statement (HKICPA 2008:8 ; Kieso et al 2011:7 ; PSAK 2012). IFRS implementation was measured 
using contents of policy implementation approach adapted from public policies theory, (Merilee S. 
Grindle 1980). This theory states that to see the quality of one policy implementation, benefit is one of 
the key measurement reason for the implementation of that policy. IFRS implementation is also 
measured by staff skill and training, PSAK guidance standard, and IFRS implementation time (Tan 
lay leng et al 2007; Jermaickowickz and Gornik-Tomaszewski, 2006). 
 
4. Empirical Results 
 
In Indonesian Stock Exchange listed companies IFRS implementation as financial 
statements arrangement standard was quite good. 51,52% respondent agreed that a full IFRS 
implementation was not voluntary but as an obligation from regulator. The respondents felt that IFRS 
implementation wasn’t beneficial yet for the companies. They were also uncertain that IFRS 
implementation could reduce financial statements arranging cost and capital cost, and also open 
access to capital market and help facilitate foreign funding.  
In the beginning of IFRS implementation, companies has spent cost to strengthen the 
system, technology, and human resources, thus making them feel IFRS implementation cannot make 
financial statements arranging more effective. According to the finding of Jermaickowickz and 
Gornik-Tomaszewski in 2006 IFRS adaptation needs huge cost, and it is also a complex and 
exhausting process for European companies.  
40% until 60% of accounting staff has adequate knowledge about IFRS by following 
professional training twice a year. In their IFRS first implementation, companies usually use 
professional consulting service. IFRS descriptive statistic is explained in the table 1 below: 
  
Table 1 
Respondent Commentary towards IFRS Implementation 
No Questions Respondent 
Response (%) 
Mode 
1. Reason of IFRS implementation   
- 100% IFRS implementation caused fully by 
regulatory obligation 
51,52% 4 
- IFRS implementation decrease cost 39,39% 3 
- IFRS implementation open access to foreign 
funding  
45,45%, 21% 3, 1 
- PSAK difficulty compared to IFRS 72,73% 3 
2.  Staff skills and Training   
- Possessing IFRS training program 39,39% 4 
- Preparing quantity skill of staffs 42%, 39% 3,4 
- Possessing IFRS ability 42%, 36% 3,4 
- Accountancy Staff Ability of IFRS 18% 4 
- Using consultancy service to arrange the 
financial statements (IFRS) 
 
45% 3,4 
3. PSAK standard and Guidance   
- Accounting Policy of company 48% 4 
- PSAK draft exposure and implementation 
time 
36% 4,3 
 
The Influence of Audit Committee on IFRS Implementation 
Data analysis used to test they hypothesis was path analysis using the assistance of Lisrel 8.70 
Software. The research result is formulate inside these pathway diagram below: 
 
 
 
 
 
 
 
 
 
 
 
 
 
Based on the diagram above, statistically audit committee has significant effect towards IFRS 
implementation while audit committee has higher involvement during IFRS implementation. Audit 
committee supervises and ensure IFRS implementation process and supervising IFRS implementation 
during financial statements arrangement.  
Audit committee has 16,5% effect towards IFRS, while its indirect effect through audit and 
internal audit committee relation is 12,7%, with total effect of 29,2%. This data showed that the more 
quality audit committee possess the more effective IFRS implementation will be.  
 
The Influence of Internal Audit on IFRS Implementation 
Besides playing part crucial part inside corporate governance, internal audit also has 
important role in IFRS implementation. Audit internal is involved in IFRS implementation and 
internal audit quality has positive effect towards IFRS implementation. Internal audit effect towards 
IFRS is 24,6% while its indirect effect through internal audit and audit committee relation is 12,7%, 
making its total effect to be 37,3%. Internal audit reviews implementation process and  identifies 
affected area by IFRS implementation. It can be concluded that the supervising and pressure function 
of internal audit can increase the quality of IFRS implementation.  
The hypothesis test showed that both audit committee and internal audit affects IFRS 
implementation. Audit committee and internal audit is a part of corporate governance integral and also 
involves inside the process to ensure the progress of a good IFRS implementation. From this finding, 
we can interpret that the pressure and role of corporate governance mechanism could support IFRS 
implementation as a new standard to do effective financial statements arrangement.  
This research supports Verriest, et. al. 2011 research in a way that good corporate governance 
mechanism could support financial reporting in the first time IFRS is implemented. Companies 
possessing an effective audit committee will reveals substantial information about IFRS affect 
towards financial statements.  
Corporate governance is recommended as an effective law in IFRS adaptation during weak 
law reinforcement, (Renders and Gaeremynck, 2007). Corporate governance is an important 
mechanism to reinforce ineffective accountancy standard (Chen and Cheng, 2007)  
 
The Influence of IFRS Implementation on Financial Reporting Quality  
 
Statistically, IFRS implementation has significant effect toward financial reporting. The result 
has given empirical evidence that IFRS could increase financial reporting quality. The accuracy of 
financial statements reporting has increased after the companies had implementend IFRS inside their 
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financial statements arrangement. Based on majority of the sample, most companies who managed to 
collect their financial statements on time gave it to the regulator.  
This research is in line with Beijerink, 2008 finding that states IFRS has higher value 
revelance and timeliness compared to US-GAAP. Barth et al (2008) reported American Companies 
implementing US-GAAP generally have higher accountancy unit with higher value relevance 
compared to those non-American companies adopting IAS from 1995 to 2006. IFRS and US-GAAP 
have different rules for reporting and measurement thus affecting the information of accountancy unit 
(Beijerink, 2008). 
IFRS implementation has contribution or effect of only 41,81% towards financial reporting 
quality, this indicates other factor contributing to reporting quality. Some research states the other 
factor contributing on reporting quality are management risk during financial report arrangement, 
incentive from report arrangement, regulations, regulations reinforcement, and institutional 
characteristic. 
 
5. Conclusion 
 
Corporate governance mechanism and controlling are needed in IFRS implementation. The 
involvement and pressure from corporate governance mechanism could support IFRS implementation 
as an effective new standard in financial statements arrangement. As corporate governance 
mechanism, audit committee and internal audit is involved in IFRS implementation by doing 
supervising and ensuring a good IFRS implementation.  
A strong corporate governance mechanism involved higher in the first time IFRS is 
implemented. Meanwhile companies with effective audit committee will reveal substantial 
information about IFRS effect towards financial statements, (Verriest, et al 2011). Corporate 
governance mechanism is recommended as an effective law to reinforce ineffective accountancy 
standard (Renders and Gaeremynck, 2007 ; Chen and Cheng, 2007). 
IFRS implementation increase the quality of financial reporting and also its accuracy. 
Althouth 41,42% of the respondents stated at their IFRS implementation reason was fully due to 
obligation from regulatory board. IFRS implementation hasn’t given many benefits to the companies, 
due to some uncertainty that IFRS can reduce cost of financial statements arrangement and capital 
cost. IFRS is also not believed to open access to foreign funding in the capital market.  
Research Implication 
The limitations of this research are as follow: 
- Limited sample size (33 companies) due to low respond rate. 
- Corporate governance mechanism used in this research is only audit committee and internal 
audit while there are 4 others management mechanism that can affect financial reporting : 
board of commissioner, external audit, team management and governing bodies (Rezae and 
Riley 2010 and hopwood et al 20012) 
- IFRS implementation is always match with benefits gained by the companies  
 
 
References 
 
Anand, Sanjay. 2008. Essentials of Corporate Governance. John wiley and Sons, inc- New Jersey 
 
Barth, Marye,. Landsman, Wayner & Lang,H. Mark. 2008. International Accounting Standards and 
Accounting Quality. Journal of Accounting Research. Volume 46. Number 5. USA. 
 
Beijerink, Marttijn. 2008. Information quality of IFRS and US-GAAP : A Comparison of Multiple 
Earning Attributes under IFRS and US-GAAP. Master Thesis. University of Twente. 
Enschede.  
 
Callao, Susana., Jarne L. Jose., Lainez A. Jose. 2007. Adoption of IFRS in Spain: Effect on the 
Comparability and Relevance of Financial Reporting. Journal of International Accounting, 
Auditing and Taxation. Volume 16. Pp 148-178.  
 
Chen, Huifa., Tang, Qingliang., Yihong Jiang, & Lin Zhijun. 2010. The Role of International 
Financial Reporting Standards in Accounting Quality: Evidence from the European Union. 
Journal of International Financial Management and Accounting.  volume 21. Number 3 
 
Chen, Jean Jinghan., Cheng, Peng. 2007. Corporate Governance and the Harmonisation of Chinese 
Accounting Practices with IFRS Practice. Corporate Governance Journal. Volume 15. 
Number 2.   
 
Goodwin, Jhon. Ahmed, Kamran dan Heaney A.Richard. 2009. Corporate Governance and the 
Prediction of the Impact of a IFRS Adoption. Abacus. Journal of Accounting, Finance and 
Business Study. Volume 45. Number 1. Pp 124-145. 
 
Grindle, Merilee S. 1980. Politics and Policy Implementation in the Third Word. Princnton University 
Press. New Jersey 
 
Hopwood Williaam,S. Leiner Jay J. Young Goerge R. 2012. Forensic Accounting and Fraud 
Examination. Second Edition. McGraw-Hill  
 
Hongkong Institute of Certified Public Accountants, 2011. Conceptual Framework for Financial 
Reporting 2010. http://app1.hkicpa.org.hk/ebook/copyright-notice.pdf  
 
Iatridis, George. 2010. IFRS Adoption and Financial Statement Effects: The UK Case. International 
Research Journal of Finance and Economics. Issue 38. 
http://www.eurojournals.com/finance.htm 
 
Jarva, Hendry., Lantto, Anna Maija. 2010. The Value-Relevan of IFRS versus Domestic Accounting 
Standard : Evidence from Finland. Social Science Research Network. Melalui 
<http://papers.ssrn.com/SSRN_id=1588087> [9/1/13]. 
 
Jarva, Hendry., Lantto, Anna Maija. 2011. The Information Content of IFRS versus Domestik 
Accounting Standards : Evidence from Finland. Social Science Research Network. Melalui 
<http://papers.ssrn.com/SSRN_id=275053> [9/1/13]. 
 
Jonas, Gregory J & Blanchet, Jeannot. 2000. Assessing Quality of Financial Reporting. American 
Accounting Association. Accounting  Horizons. Volume 14. Nomor 3. Pp. 352-363. 
 
Jermakowicz, K.Eva and Gornik-Tomaszewski, Sylwia. 2006. Implementing IFRS from the 
perspective of EU publicly traded companies. Journal of International Accounting, Auditing 
and Taxation, 15. Pp 170-196 
 
KPMG.2007. The Transition to IFRS: Implication For The Audit Committee. Canada 
 
Kieso, Danald E,. Weygandt, Jerry J,. & Warfield, Terry D. 2011. Intermediate Accounting. Volume 
1. IFRS Edition. John Wiley & Sons. 
 
Lantto, Anna-Maija. 2007. Does IFRS Improve the Usefulness of Accounting Information in a Code-
Law Country?. Social Science Research Network. Melalui 
<http://papers.ssrn.com/SSRN_id=905218>  
 
Mohammed Al-Shetwi et al. 2011. Impact of Internal Audit Function (IAF) on Financial Reporting 
Quality (FRQ) : Evidence from Saudi Arabia. African Journal of Business Management Vol.5 
(27), pp. 11189-11198.  
   
Paglietti, Paola. 2009. Investigating the Effect of the EU Mandatory Adoption of IFRS on Accounting 
Quality : Evidence from Italy. Journal of Business Management. Volume 4. Number 12. 
www.ccsenet.org/journal.html 
 
Verriest,Arnt. Gaeremynck ,Ann and Thornton, B, Daniel. 2011. The Impact of Corporate 
Governance on IFRS Adoption Choices.  Forthcoming in European Accounting Review 
 
Ramanna, Karthik., Sletten, Ewa. 2009. Why do Countries Adopt International Financial Reporting 
Standards. Working Paper. Harvard Business School.  
 
Renders, Annelies and Gaeremynck,  Ann. 2007. The Impact of Legal and Voluntary Investor 
Protection on The Early Adoption of International Financial Reporting Standards. De 
Economist, Springer .Vol.155 No. 1 Pp. 49-72   
 
Rezaee Zabihollah and Riley Richard 2010. Financial Statement Fraud; Prevention and Detection. 
Second Edition. John Wiley & Son inc, 
 
Rezaee, Zabihollah. 2008. High Quality Financial Reporting (The Six-Legged Stool). Strategic 
Finance. 
 
Surat Keputusan Ketua Bapepam dan Lembaga Keuangan Nomor : Kep-643/BL/2012, tentang 
Pembentukan dan Pedoman Pelaksanaan Kerja Komite Audit. 
 
Surat Keputusan Ketua Bapepan dan Lembaga Keuangan Nomor: Kep-496 /BL/2008, tentang 
Pembentukan dan Pedoman Penyusunan Piagam Unit Audit Internal. 
 
Tan Lay leng, Jane Lazar and Radiah Othman. 2007. Adoption of Financial Reporting Standard : 
Impact on Malaysian Companies. Malaysian Accountancy Research and Education 
Foudation. 
 
The Institute of Internal Auditor Research Foundation. 2009.  IFRS: What Internal Auditors need to 
Know. Florida. USA. 
 
The Institute of Internal Auditors, 2011. International Professional Practices Framework (IPPF). The 
Institute of Internal Auditors.  Florida. USA. 
